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FINLAND 


SUMMARY 


Though unemployment remains high, inflation, wage increases, 
and the foreign trade deficit have moderated during 1976. 
Exports have improved somewhat over last year's low levels, 
but with the lag in recovery of Western European markets 
their growth is unlikely to pick up in the coming months. 
Foreign indebtedness has become an increasingly heavy burden. 
Inflation has eroded much of the country's international 
competitiveness and remains well above the Western European 
average. The Bank of Finland is following a monetary policy 
as tight as any in recent history and firms are feeling the 


squeeze. How the leading economic/political questions in 
the next six months -- incomes policy, tax changes, government 
spending, and monetary policy - are dealt with will determine 
prospects for restoring equilibrium. At best recovery will be 
slow and residual effects will be felt for several years. 


The United States continues to have a 5 to 5.5 percent share 
of the Finnish market. Good long-term opportunities exist in 
industrial process control equipment, numerically controlled 
metalworking machinery, pollution control equipment, and 
other producer goods that enhance efficiency, particularly in 
use of raw materials and energy. 
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KEY ECONOMIC INDICATORS: FINLAND 


All values in millions of US dollars, Rates of exchange: Fmk 3.774=US$1.00 in 1974, 
unless otherwise stated. Dates in Fmk 3.679=US$1.00 in 1975, Fmk 3.86=US$1.00, 
parentheses are periods covered in 1976. approximate rate for Jan-Nov 1976.. 


Estimated 
Percent Growth 
ITEM 1974 1975 1976  Changel/ Rate 1977 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at current market prices (6/76) 22,304 26,644 13,345 8.2 
GDP at constant 1964 prices 10,271 10,547 N.A. N.A. 
Per capita GDP, current prices 
in US dollars 4,755 5,656 N.A. N.A. 
Machinery & equipment investment, 
current prices (calculated annually) 2,310 3,117 N.A. -12.02/ 
Indices: 
Industrial production (1970=100) (8/76) 127 
Average labor productivity, percent 
increase (calculated annually) Sek 
Average industrial wage, hourly 3/ 
for male, in US dollars (6/76) 2.38- 
Personal income (disposable income 
of private households 12,992 
Employment (000's) (6/76) 2,229 
Average unemployment rate (%) (6/76) 1.7 


MONEY AND PRICES 
Money supply (7/76) 1,930 2,569 
Public debt outstanding (8/76) 569 840 
External debt (net) (8/76) 3,017 5,513 
Interest rate-Bank of Finland (for 1/ 
discounts & rediscounts) (11/76) 9 1/4— 91/4 0.0 
Indices: 
Consumer price index(1972=100) (9/76) 129.4 2525 14.9* 
Wholesale price (1949=100) (9/76) 495 562 10.6* 


BALANCE OF PAYMENTS AND TRADE 
Bank of Finland foreign exchange 
reserves (8/76) 456 383 401 -15.0 N.Ag 
Balance of current account (6/76) -1,209 -2,140 -542 54.3 ges 7 
Balance of trade (10/76) -1,320 -2,100 -198 56.0 130— 
Exports, FOB (10776) 5,481 5,504 5,018 ap 16 
U.S. share (%) (8/76) 3.8 3.2 2.8 -0.4— N.A. 
Imports, CIF (10/76) 6,801 7,604 5,816 “330, 4 
U.S. share (%) (8/76) Se 5.5 5.2 -0.7— N.A. 


+1/Period covered in compared with the same period o - Percentage changes are 
based on Finnmark values. 

2/Estimated change in 1976. 

3/Excluding compensations for holidays falling on work week. 

4/Estimated change in 1976. 

5/Estimated employment. 

6/Estimated rate, 

7/Official discount rate of Bank of Finland (basic rate applied for discounts and 

~ yediscounts of commercial banks) was raised to 9 1/4 percent on July 1, 1973. 

8/Estimated deficit. 

9/Difference in percentage points over same period in 1975. 


* Percent change from corresponding month in 1975. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


Over the last two years Finland has experienced a slow 
contraction of economic activity. Real GDP for the second 
quarter of 1976 was at about the same level as the last 
quarter of 1973. Forecasts have consistently underestimated 
the duration of the recession, which remains severe. Demand 
for Finnish exports has revived only mildly and the dampening 
of investment and construction in the light of current busi- 
ness conditions is reinforced by tight monetary policy. 
Markets for the wood products industry, Finland's largest, 
show only slight improvement and inventories of finished 
products remain high. Orders are falling off in the ship- 
building and other metalworking industries, and marginal 
textile firms are being forced out of business. Economic 
growth for 1977 in both Sweden and the United Kingdom, which 
absorb about half of Finland's exports to OECD countries, is 
projected to be slower than the OECD average. This suggests 
that strong export-led recovery in Finland during 1977 is not 
a real possibility. In short, Finland may have reached the 
bottom of its economic recession in 1976, but a strong 
recovery is unlikely in 1977. 


Prices 


Inflation has moderated during the year, but is expected to 
remain considerably higher than the OECD average. During 

1976 the consumer price index will increase by about 14 

percent. The Finance Ministry forecasts that consumer prices 
will increase by about 10 percent in 1977. This estimate 
includes the planned increase in the turnover tax rate from 

11 to 13 percent and an assumption that the centralized wage 
agreement, a major inflationary source in recent years, can 

be held to four percent next January. In any case, Finland's 
anticipated 10 percent price increase for 1977 would again 

be considerably higher than the expected OECD average. Studies 
indicate that Finland's higher-than-average inflation during the 
last three years has lessened its international competitiveness. 
This deterioration has been mitigated in the metalworking 
industry thus far by the fact that current production is based 
on contracts that were signed years earlier and are covered by 
the Government's export inflation insurance. However, new 
contracts are scarce in shipbuilding and other branches. 





Wages and Employment 


Finnish workers have not yet experienced a decline in real 
income. In 1975 with a decline of one percent in GDP sala- 
ries and wages increased 4.5 percent in real terms, and 
during the first three quarters of 1976 the increase in 
nominal wages kept pace with the rate of inflation. The 
Finance Ministry, assuming only a four-percent increase in 
nominal wages next January, predicts that real GDP will grow 
by five percent in 1977. Both judgments have been widely 
criticized as too optimistic, though there are indications 
of moderation on the part of labor leaders if tax changes 
and other steps are undertaken to alleviate reductions in 
real income of wage earners. Unemployment, currently high, 
is expected to increase. Figures released on October 21 show 
68,428 unemployed, approximately three percent of the labor 
force and 31 percent more than a year ago. The number of 
unemployed is expected to rise to nearly 100,000 workers 
during the first months of 1977 -- a nine year high. At 
least one-fourth of the wood-processing industry's capacity 
stands idle and tens of thousands of workers -- 17,000 in 
paper plants alone -- face the threat of forced vacations of 
a few weeks without pay during the winter. 


Trade Patterns 


Finland's foreign trade has become considerably more balanced 
in 1976 than last year, when the current account deficit 
reached the unprecedented level of almost Fmk 8 billion. A 
recovery in Western European markets during early 1976 led 
to an 18-percent increase in exports during the first three 
quarters of the year, in comparison with the same period of 
the previous year. A temporary decline in export prices of 
paper was more than offset by growth in volume. Import 
demand decreased with declining investment and consumption. 
The value of imports in January-September declined by about 
three percent from the figure one year earlier and import 
volume decreased by roughly ten percent. The Western reces- 
sion and increased price of oil contributed to a slight 
increase in Finnish-Soviet trade, but EC and EFTA countries 
remain Finland's major trade partners, accounting for over 
60 percent of total trade. The OPEC countries are an area 
of increasing Finnish commercial interest, particularly for 
construction firms. With recovery lagging in Western Euro- 
pean markets, further growth of exports will be weak in 1977. 
Exports of wood products have been affected more up to now 
than metal industry products, but the metal industry faces 
increasing difficulties. Wood products are likely to account 
for about 50 percent of export receipts for the next few 
years. Natural constraints on production of raw materials 
ensure that the wood processing sector will continue to 
concentrate on upgrading the value of final products rather 
than expanding volume. 





Trade Policy 


The import deposit system introduced in March 1975 to reduce 
imports and liquidity will be terminated at the end of 1976. 
Under. the system importers have been required to deposit 

five to 30 percent of the price of imports for six months 
with the Bank of Finland. Initially, roughly half of 
Finland's imports were affected. In March the government 
began gradually dismantling the system; by the latter half 

of 1976 it applied to about 30 percent of imports, primarily 
consumer goods. Import deposits fell from a peak of Fmk 1.4 
billion in March to about Fmk 1 billion at the end of 
September. The last deposits will be refunded in mid-1977. 
With the extensive licensing requirements for imports of 
consumer goods and the Bank of Finland's control over imports 
of capital goods through its increasingly exercised authority 
over individual foreign exchange transactions, Finnish 
authorities will retain extensive discretionary authority 

over foreign trade after cessation of the import deposit scheme. 
Governmental subsidies in support of agricultural exports will 
require increasing outlays for marketing of this year's bumper 
grain crops. The metalworking industry is pressing for altera- 
tion of the export inflation insurance program to provide 
benefits for lower rates of inflation than the current eleven 
percent threshold. Developments in trade relations with other 
countries include signature at the end of September of an 
agreement with Poland on the reduction of tariffs and other 
trade barriers, the fifth such agreement with an Eastern 
European country. On July 1 the final 20 percent mutual 
reduction of tariffs on the bulk of industrial products will 
take place under Finland's agreement with the EC. 


Balance of Payments/Foreign Borrowing 


Finland will run a trade deficit in 1976 of Fmk 3.4 - 3.6 
billion. Despite an invisible trade surplus in the neighbor- 
hood of Fmk 1.5 billion, there will be a Fmk 3.9 - 4.1 billion 
current account deficit because of the growing burden -- 

Fmk 2.0 billion this year and Fmk 2.5 billion next year -- of 
net interest payments. Finland's net foreign indebtedness 
stood at Fmk 23 - 24 billion in October, about one-fifth of 
gross domestic product. Nearly two-thirds of this debt has 
arisen since the beginning of the oil crisis in 1974. It was 
foreign borrowing which funded a net increase in real incomes 
last year in the face of a decline in real GDP. Foreign 
borrowing has also played a part in the growth in recent years, 
of Finland's money supply, fueling inflation. On July 1 the 
Bank of Finland concluded a $300 million standby credit 
arrangement with 14 American and Canadian banks that by its 
availability to ensure liquidity should facilitate borrowing 
overseas. In December the Government plans for the first 

time since 1967 to tap the U.S. bond market. One of the two 





in 


rating houses has given the issue an AAA rating and the other, 
at this time, an AA rating. For 1977 the Finance Ministry has 
forecast a current account deficit in the neighborhood of 

Fmk 2.0 - 2.5 billion. Net interest payments will account for 
about one month of earnings from exports. 


Exchange Rate Policy 


Despite high inflation and growing foreign indebtedness, the 
Bank of Finland has been able to maintain one of Europe's 

most stable currencies. The central bank stabilizes the Finn- 
mark against a basket of internationally traded currencies. 
With its controls on capital imports, the lack of use of the 
Finnmark in foreign trade, and the weak international interest 
in the Finnmark, the Bank of Finland has been able to. maintain 
a spot rate insulated from changes in the country's economic 
circumstances. While access to the forward market is limited 
and its tone is strongly influenced by the Bank, a widening 
gap between the spot and forward rates may in part reflect 
doubt about prospects for achievement of the Bank of Finland's 
policy aim of stabilizing inflation at rates below those of 
Western trading partners, and thereby avoiding being forced to 
devalue. 


Monetary Policy 


Throughout the recessionary period the burden of economic 
management has fallen on the semi-autonomous Bank of Finland. 
Monetary policy is now as restrictive as at any time in recent 
history. The Bank of Finland has reduced limits for borrowing 
by commercial banks without interest penalties from Fmk 2.8 
billion a year ago to Fmk 2.3 billion in July. A further 
reduction to Fmk 2.1 billion will take place next year to 
reduce liquidity created by the cessation of the import 
deposit scheme. These reductions have had a direct and immed- 
iate impact on the volume of outstanding commercial bank loans. 
The tight policy of the Bank of Finland is not only curtailing 
construction and investment but it is also making it difficult 
for firms to obtain working capital. It nevertheless is 
widely accepted by government and business leaders, who 
generally consider a policy of austerity by the Bank of Finland 
over an extended period less distressing than the alternative 
of devaluation, with its attendant economic and political stresses. 


Governmental Economic Policy Formation 


While it is mainly continued recession in overseas markets that 
is impeding cyclical recovery, there is widespread agreement 
among government officials, politicians, bankers and business- 
men that domestic steps must be taken to deal with inflation 
and assure equilibrium once overseas markets recover. The 
political center and right maintain that inflation has been 
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propelled by high wage settlements, coupled with rapidly 
rising employer contributions for state social programs, by 
low productivity gains, and by growth in the public sector. 
How the leading economic/political questions in the next six 
months -- incomes policy, tax changes, government spending, 
and monetary policy -- are treated will determine whether 
momentum toward equilibrium can be restored. Longer-term 
prospects for maintaining equilibrium depend on replacement 
of the present minority government by a majority coalition 
reflecting broad agreement on policy approaches to the 
leading economic questions. The conditions for formation of 
such a coalition do not now exist and when they will be at 
hand is unclear. At best recovery will be slow and residual 
effects will be felt for several years. 


Implications for the United States 


The United States remains Finland's fifth largest trading 
partner with a 5 to 5.5 percent share of the Finnish market. 
Agricultural products, high technology items, aircraft, and 
chemicals and plastics are the primary imports. Finland faces 
a chronic shortage of skilled labor, and high cost levels, so 
producer goods which enhance efficiency, particularly in the 
use of raw materials and energy, are of interest. Good long- 
term opportunities exist in industrial process control equip- 
ment, numerically controlled machinery for metalworking, 
pollution control equipment, particularly for air pollution, 
and scientific and medical instruments. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








